The coping literature has demonstrated that differences in personality affect how individuals adapt to various stressful events, such as physical pain and traumatic experiences.
Introduction
When facing stress, people react differently. While the performance of some people would be negatively affected, some people seem to be able to remain calm and not to be influenced by the stressor. Individuals may deal with stressful events in life using various coping strategies, including their effort to cope with the stressor or to regulate their emotions.
The coping strategies can affect the final outcome of the stressful event (Lazarus and Folkman 1984) . The stressful events investigated in the extant literature are diverse, including divorce of parents (Lengua and Sandler 1996) , traumatic events such as flooding (Morgan, Mattews, and Winton 1995) , and physical pain (Miro and Raich 1992) . The current chapter applies the findings from the coping literature to another type of stressful events, financial losses. This extension not only provides a first insight into the relevance of coping for financial decision making, but also enhances our knowledge of a recently investigated topic in behavioral finance, i.e., reference point adaptation (Arkes, Hirshleifer, Jiang, and Lim 2008; Lee, Kraeussl, Lucas, and Paas 2009 ).
Adaptation to a financial loss, or (reference point) adaptation, implies that an individual's reference point is adjusted to the decreased value of the losing investment.
Consider an investment with an initial value of $100. The initial reference point for the investment is represented by its initial value of $100. This is the neutral value, in which neither losses nor gains are perceived to have occurred by the investor. Now assume that the value of this investment decreases to $70. Some individuals may not adapt to this change, their reference point remains at $100. Others may fully adapt and have an adapted reference point of $70. Furthermore, those individuals who partially adapted to the financial will have an adjusted reference point between $70 and $100. Adaptation has consequences for the manner in which the investor will interpret future changes in the value of the investment. For example, those who have not adapted to the first $30 value decrease will not feel positive 51 51 about the investment when its value changes from $70 to $90, while those who have adapted fully will be positive about the investment after this increase. For the latter group the increase to $90 implies an increase to a level that is above their current reference point.
Reference point adaptation is a salient topic for research, as it is related to the occurrence of the disposition effect. The disposition effect concerns the investors' tendency to hold losing investments (losers) too long and sell winning investments (winners) too soon Most relevant for the current chapter, Lee et al. (2009) find that adaptation to prior financial losses affect individuals' probability to sell losing investments, which is highly relevant in explaining the disposition effect. Lee et al. (2009) find that when holding expectations of the investments future gains or losses constant, larger adaptation to prior loss is linked to a smaller probability to sell losers.
Current knowledge on reference point adaptation, however, is limited, particularly into the occurrence of individual differences in reference point adaptation (Arkes et al. 2008; Lee et al. 2009 ). Arkes et al. (2007 Arkes et al. ( , 2008 find that individuals adapt to gains faster than to losses and they report cross-cultural differences in reference point adaptation. However, no (Brandstätter and Güth 2000) , and the degree of cooperative behaviors (Boone, De Brabander, and van Witteloostuijn 1999) . However, since adaptation to financial gains and losses is a relatively novel area of research (Arkes et al. 2008) , there is a gap in literature regarding the link between personality and adaptation of reference point.
Based on a large body of literature on how people cope with stressful events (e.g., Lazurus and Folkman 1984; Connor-Smith and Flachsbart 2007) , it is clear that individual differences in personality affect individuals' decision making, behavior, and coping strategies. Acceptance, one of many possible coping strategies, closely resembles adaptation, see Section 3.3. Furthermore, previous research shows personality traits are linked to the use of various coping strategies and also to acceptance in particular (see summary by ConnorSmith and Flachsbart 2007) . Therefore, we will derive hypotheses from the coping literature concerning how individual personality differences affect adaptation to financial losses, see Section 3.3. Sections 3.4 and 3.5 present the conducted empirical study and its results. Section 3.6 concludes and discusses the findings and provides implications for future research on the adaptation of reference points, personality and financial decision making.
This chapter contributes to knowledge in various literature streams. Research examining the link between personality differences and coping with financial losses has not been reported previously. Thus, we contribute to the coping literature by investigating a new stressor, namely financial losses. Next to this, insight into the affects of individual personality 53 53 differences on adaptation to financial losses will enhance knowledge of this particular adaptation process, see discussion in Section 3.6.
Theoretical Framework
According to Lazarus and Folkman (1984) , coping is commonly defined as attempts to adapt to pain, or manage one's own negative responses to pain or other stressors. Research in coping has shown that individuals cope with various stressful life events using diverse strategies (Lazarus and Folkman 1984) . In a review Skinner, Edge, Altman and Sherwood The coping strategy of most interest here is acceptance, meaning that one comes to terms with the stressor/environment that cannot be changed, learning how to live with it, and develops a sense of understanding (Connor-Smith and Flachsbart 2007) . In a way, the person accepts the current environment to be the new status quo. Section 3.3.1 discusses similarities between acceptance and adaptation. Section 3.3.2 discusses the relations between acceptance, reference point adaptation and personality. Section 3.3.2 also presents the hypotheses to be tested in the empirical study.
Acceptance and Adaptation of Reference Point
Acceptance is a particularly important coping strategy in situations where the stressor is something to be accommodated to, as opposed to situations where the stressor can be 54 54 changed easily (Carver, Scheier, and Weintraub 1989) . David and Suls (1999) find that lower perceived control over events was associated with greater reliance on coping strategies such as distraction, acceptance, seeking emotional social support, but less use of direct action.
When facing paper losses, retail investors can hardly change the situation. The only two actions they can engage in are: hold on to the losing investment or sell it and realize the loss.
None of these actions give investors control over the financial loss that they already incurred.
Thus, we expect that acceptance is a potential important coping strategy for financial losses.
We propose that the coping strategy acceptance closely resembles reference point adaptation in the prospect theory framework (Kahneman and Tversky 1979). Before discussing this resemblance, we first briefly discuss reference point adaptation from the perspective of prospect theory. Prospect theory postulates that investors evaluate outcomes with regard to a reference point. This is the salient neutral point on the evaluation scale, if the outcome is above (below) this point, it is considered as a gain (loss). The notion of acceptance in the coping literature and adaptation of reference point both concern reactions of individuals to a new stressor or loss. When people engage in acceptance, they learn to live with the loss and the resulting limitations. Thus, the situation with a stressor becomes the status quo. When investors adapt to paper losses, their reference point moves downward and towards the paper loss, that is, they have a new status quo. As such, both acceptance and adaptation of reference point are dealing with individuals' perception of the updated status quo/neutral reference. In both of these concepts, the stressor/paper loss influences the location of the updated status quo/reference point.
Adaptation is a relatively novel topic in the behavioral finance literature and has not received much attention. However, acceptance as a coping strategy, has been examined to a wide extent in the psychology and personality literature. In the following, we review the literature on the Big Five personality dimensions and propose links between personality and adaptation in the financial domain, based on the coping literature.
Big Five Personality Traits and Adaptation
Changes in life circumstances can create ups and downs in life satisfaction. Most individuals will be capable of adapting to such changes (Brickman, Coates, and Janoff- suggests extraversion primarily affects the likelihood to engage in coping strategies other than acceptance. Thus, we expect no relation between extraversion and reference point adaptation/acceptance, i.e.:
H1: Extraversion does not affect adaptation to financial losses.
1 There are two dominant labels of the Factor V in five-factor models of personality: Openness to Experience versus Intellect. Goldberg (1994) (2001) find that agreeableness is positively related to the use of acceptance as a coping strategy. In the financial domain, we expect that if the price of the investment has decreased, people who score high on agreeableness are more likely to accept the current situation, i.e.:
H2: Agreeableness has a positive relation with adaptation to financial losses.
Conscientiousness includes characteristics such as high levels of self-regulation, persistence, impulse control, achievement orientation, and self-discipline (McCrae and John 1992). Conscientiousness represents the general tendency to be strong-willed, and determined. Conscientious individuals are careful planners and engage in active coping strategies when a stressor is encountered. Individuals scoring high on conscientiousness have strong control over their own attention; they are able to stay focused on tasks, regardless whether the tasks are enjoyable or not. This high attention span and persistence enables individuals to engage in various coping strategies, which leads to a smaller probability that acceptance is chosen above other coping strategies. Moreover, individuals scoring high on conscientiousness have high levels of persistence and achievement orientation, they may hold on to their expectations and previously set goals and refuse to accept anything less (McCrae and John 1992) . This may lead to a negative relation between conscientiousness and adaptation to financial losses. 
H3: Conscientiousness has a negative relation with adaptation to financial losses.

H5:
Intellect has a positive relation with adaptation to financial losses.
Empirical Study
Subjects
A total of 229 undergraduate students (132 male, 93 female, 4 non-responses) from a university in The Netherlands participated in this study. Questionnaires were filled in during a class that is part of an undergraduate course in marketing for the Business Program. The average age of participants is 21.67 years (SD=2.38). Each participant voluntarily filled out the questionnaire to enter a lottery of cash rewards, a total of 500 EUR was paid.
Personality Measures
There 
Adaptation Measures
We adopt the reference point adaptation measures used in study 1 in the paper of Arkes et al. (2008) . While our focus is on adaptation in the domain of loss, we also included the domain of gain for comparison purposes. By random assignment, participants were presented either with a gain (N=118) or a loss (N=111) scenario. In both scenarios participants were told that they had bought a stock for $30 per share two months ago. (2008) proposed an equality, which we also used to calculate adaptation in this study. Assume that the previous reference point is and the previous stock price is defined as . Furthermore, the shape of the prospect theory value function is held constant and the difference between and is the same as the difference between the equally happy/sad price (P*) and the adapted reference point (R*).
For the loss domain in our study, participants on average think that a second loss to $21.26 would make them feel as sad as the previous loss from $30 to $24. For the gain domain in our study, participants on average believe that a second gain to $40.14 would make them feel equally happy as the first gain from $30 to $36. These answers are extremely close to those obtained in study 1 of Arkes et al. (2008) In this study, we have focused on personality and have excluded other potentially relevant individual differences. Further investigation is needed to increase our understanding 67 67 of the explanatory power of heterogeneity among individuals on adaptation to financial losses and subsequent effects on financial decisions. Future research should explore other potential variables that may explain the variance in adaptation of the reference point, such as selfesteem, type-A personality. Our results may also link to the study of subjective well-being.
Our results suggest that personality may affect how individuals adapt to the economic environment and how they perceive their subjective well-being. Greater knowledge of how variables measuring individual differences are related to adaptation to financial losses can increase our understanding of retail investors' decision-making processes.
Our results also lead to a more general suggestion for further research. Adaptation to gains and losses is important for gaining understanding into investment decisions in a dynamic setting. It has been found that adaptation to prior gains or losses affect subjective value of attached to subsequent trading options, which eventually affect investors' investment decisions. More specifically, Lee et al. (2009) found that adapted reference point interacts with expectation and affects investors' decisions to hold or to sell a losing investment. In this chapter, we find that individuals' personality traits affect their extent of adaptation, implying that personality traits should be taken into account in economic models as well.
